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. KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless otherwise noted) 


Domestic Economy 1987 
Population (millions) 7.2 
Population growth rate (%) 3.6 
GDP (current) (1) 2,225 3,37 
Real GDP growth rate (%) Ba7 
Per capita GDP 

(current prices) (1) 307 
Real per capita GDP 

(1977 prices in kwacha) 292 300 
Consumer price index (1975=100) 

High income group 1,093 1,595 

Low income group 1,822 a, 73? 
Government deficit (% of GDP) 10.8 13.7 


Production and Employment 
Labor force (thousands) (2) 362 361 


Industrial production index 
(1973=100) (3) 112 258 


Balance of Payments 
Exports (F.0O.B.) 868 1,081 
Copper 736 907 
Imports (C.I.F.) 772 888 
Trade balance 96 192 
Current account balance -242 ~239 
Foreign debt 5,400 6,200 
Debt service ratio (%) (4) NA* NaA* 
Foreign exchange reserves 76 169 
Average exchange rate (K/US$) 8.89 8.22 


U.S.-Zambia Trade and Aid 

U.S. exports to Zambia (F.A.S) 
U.S. imports from Zambia (C.I.F.) 
U.S. share of Zambian exports (%) 
U.S. share of Zambian imports (%) 
U.S. bilateral economic aid 


Principal U.S. exports: aircraft, mining equipment and spare parts 
Principal U.S. imports: cobalt 


Conversion at official exchange rate, therefore overstated 

Excludes traditional agriculture 

Excludes mining 

Figures before debt relief -- *in 5/87 Zambia suspended debt 
payments : 


Sources: Central Statistics Office; International Financial 
Statistics IMF; ZAMBIA - IMF Staff Report, 1990; U.S. Department of 
Commerce. 





Summary 


Faced with continuing serious economic problems, Zambia has 
embarked on an ambitious economic reform program, sanctioned by 
both the International Monetary Fund (IMF) and the World Bank. 
Reforms implemented in 1989 included sizeable devaluation, tight 
money moves, decontrol of prices, and reduction of the budget 
deficit. Although some positive effects of the early reforms are 
being felt, the prospects for dramatic growth over the near term 
are slight. 


Real GDP stayed almost flat in 1989, growing only 0.1 percent, a 
disappointment after the 6.3 percent real growth in 1988. 
Officially, inflation was 122 percent in 1989, but some of the 
increase in the price index was artificial, reflecting adjustment 
made following price decontrol. Still inflation was unacceptably 
high, and in the last months of 1989 and first months of 1990, the 
government took stiff measures to reduce the money supply and 
check the rise in prices -- with some effect. 


Although a chronic shortage of foreign exchange still plagues all 
sectors of Zambia’s economy, the country’s trade balance improved 
for the third straight year. The gains were largely the result of 
increased sales and higher prices for copper. Nontraditional 
exports declined. To stimulate exports and ease priority import 
problems, the government introduced a dual exchange rate system in 
February 1990. This scheme promises not only to stimulate exports 
but also offers opportunities for American exporters to provide 
badly needed imports to some sectors of Zambia’s economy. 


The effects of price decontrol should begin to show up in 1990, 
particularly in growth in the agricultural and manufacturing 
sectors. Both should also gain from the new two-tier exchange 
rate system, as should the tourism and transportation sectors. 
The first stages of repairs have been completed on the country’s 
fire-damaged major power station, and adequate electricity should 
be available for industry, agriculture, and export. 


Although parastatals dominate Zambia’s economy, many businesses in 
the private sector continue to flourish. Along with increased 
sales potential for American goods and services, some attractive 
investment niches exist as well. These are mainly in agriculture 
and tourism. 


Part A - Current Economic Situation and Trends 


Faced with serious economic problems, Zambia has embarked on a 
strict structural adjustment program, approved by both the IMF and 
the World Bank for 1990. This program seeks to address both 
short- and long-term problems which have led to declining income 
in real terms for almost 15 years. In the near term, the 
government hopes to reduce both inflation and unemployment. Over 
the long term it hopes to expand exports, earning critically short 
foreign exchange, and diversify the economy away from unhealthy 





dependence on copper earnings. At the same time, it hopes to 
resolve its crippling foreign debt problem, which, at a per capita 
level of nearly $1,000, is one of the most serious in the world. 


Economic Reform: Having failed to produce growth results from its 
go-it-alone reform program (began in 1987, when it abandoned a 
reform program supported by the IMF and World Bank), Zambia began 
discussions with both international financial institutions in 
early 1989. Concurrently, the Government of the Repulbic of 
Zambia (GRZ) proceeded with a package of fiscal and monetary 
reforms that have subsequently become part of the IMF-monitored 
"Annual Program for 1990." Reform actions taken during 1989 
include: (a) decontrol of all prices (except for the staple, 
mealie meal); (b) devaluation of the kwacha (K) by 52 percent in 
the course of the year; (c) interest rates raised by 10 percentage 
points; (d) minimum reserve requirements raised by 9 percentage 
points; (e) liquidity ratio raised by 15 percentage points; (f) 
parastatal companies required to make counterpart deposits (with 
the Central Bank) of kwacha cover for arrears on external debt 
obligations; and (g) demonetization of currency and issuance of 
new series. In the first ten weeks of 1990, the kwacha was 
officially devalued a further 17 percent. Moreover, in 
mid-February, the Bank of Zambia (BOZ) established a Dual Exchange 
Rate System (DERS), featuring a second exchange rate for 
nontraditional export and tourism earnings and for foreign 
investors and donors. This market exchange rate (MER), initially 
K40 to $1, is designed to make Zambian exports more competitive 
and attract foreign investment. 


Economic Woes Continue: Although the economic reforms began last 
year are starting to show effect, Zambia’s economic problems are 
daunting. The government posted an official inflation rate of 
122.5 percent for 1989 (compared with 62.1 percent for 1988). 

Some of the increase in the price index was artificial, resulting 
from price decontrol, reflecting official prices rising to the 
levels of actual market prices. Moreover, the inflation rate 
began to decline toward the end of the year. Nonetheless, 
inflation is a serious problem that has eroded the quality of life 
for most Zambians. Two major causes of inflation are being 
tackled in the reform program -- growth in the money supply and 
budget deficits. On the monetary side, mid-1989 tight money 
measures initially decelerated the growth in the money supply from 
74 percent (on an annual basis) in June to 49 percent in 
September. However, the decline was not sustained. So, in 
December 1989 and January 1990, the government responded by 
requiring ZCCM, the copper company, to buy Kil billion in 
non-rediscountable government bonds. The government’s growth 
target for money in 1990 is 40 percent. Upon his arrival in 
January, the new governor of the Bank of Zambia (seconded from the 
Bank of Canada) began to enforce the reserve and liquidity ratios 
strictly. The target appears attainable. Likewise, the 
government’s budget deficit as a percentage of GDP declined from 
over 12 percent in 1988 to 8 percent in 1989. This improvement in 
part came from paring down subsidies, including those on corn by 





means of a coupon (food stamp) system. 


GDP Stagnant in 1989: Real GDP growth was disappointing in 1989, 
rising only 0.1 percent. This came after real GDP growth of 6.3 
percent in 1988, which had produced real per capita GDP growth for 
the first time in years. The low growth in 1989 can be attributed 
to a decline in agriculture and reduced growth in manufacturing, 
the two largest contributors to GDP. Meanwhile, Zambia’s enormous 
debt grew to $6.6 billion in December 1989, largely as a result of 
mounting arrears since Zambia suspended repayments in May 1987. 
Actual debt stock declined 5 percent from a high of $6,042 million 
in 1988 as a result of debt forgiveness by some bilateral donors. 


Balance of Payments: Zambia’s trade balance improved for the 
third straight year in 1989 as the value of total exports grew by 
almost 30 percent. This increase came from a combination of 
higher metal prices and increased copper sales. Nontraditional 
(nonmetal) exports declined for the first time in three years to 
slightly above the 1985 level, largely because of lost exports of 
electricity due to fire damage to Zambia’s main generating plant. 
Nontraditional exports accounted for only 5.3 percent of total 
exports. The value of total imports grew 16.3 percent in 1989, 
one-third of which was used in the metal sector. The value of 
both fertilizer and petroleum imports rose, together accounting 
for over 14 percent of total imports. 


The severe shortage of foreign exchange continued to plague all 
sectors of Zambia’s economy. Throughout 1989, the government 
continued to administratively allocate foreign exchange through 
FEMAC, the committee that meets biweekly to review applications 
and allocate foreign exchange on the basis of set priorities. 
Although the demand for foreign exchange still exceeds the amount 
available at each FEMAC sitting, it has decreased sharply since 
mid-1989 when monetary reforms squeezed the money supply. In 
February 1990, the BOZ announced a second process -- also known as 
a "second window" -- through which importers can easily and 
quickly get foreign exchange for specified items, including spare 
parts for agricultural equipment, earthmoving equipment and 
trucks. Although foreign exchange is some 60 percent higher at 
the second window exchange rate than at the official exchange 
rate, its ready availability outside the slow and uncertain FEMAC 
system should prove a boon to importers and a boost to 
productivity in the sectors affected. 


Mining: Although mining contributes less than 8 percent to GDP, 
copper alone earns almost 90 percent of Zambia’s foreign 
exchange. The mining sector grew, in real terms, by 9.5 percent 
in 1989 (compared with a 12.9 percent decline in 1988) largely on 
the strength of copper. Increased copper production and sales, 
continued strong metal prices, and kwacha devaluation contributed 
to record profits for ZCCM, Zambia’s parastatal mining giant. 
ZCCM’s ongoing rehabilitation and streamlining program has begun 
to pay off, as copper production rose to 450,700 metric tons (m/t) 





in 1989, up 6.7 percent from the previous year. Production of 
other metals (cobalt, zinc, and lead) declined, and the value of 
these metals’ exports dropped 13 percent. Although 1989 saw some 
developments in the gemstone subsector, legal exports still fal! 
far short of their sizeable potential. 


Agriculture: Although the agricultural sector showed a real 
decline of 2.7 percent in 1989, it still accounted for almost 19 
percent of GDP. This negative growth can be blamed on unusually 
heavy rains early in the year and a disastrous fire in Zambia’s 
largest hydroelectric plant that reduced electricity available for 
large-scale irrigation. Although the area planted had increased 
significantly over the previous year, yields of major crops such 
as corn, cotton, tobacco, and soybeans declined. However, late in 
1989 the government authorized exports of corn, earning scarce 
foreign exchange for a surplus that had heretofore been only 
smuggled out of Zambia. 


Problems in transportation and farm financing continue to plague 
this sector. However, with price decontrol (on all crops but 
corn), producer prices have risen dramatically. The rain pattern 
for the 1989/90 corn crop was not good and yields will be down. 
Moreover, farmers planted less corn, in reaction to the 
still-controlled producer price that makes this crop less 
attractive than others. Over the longer term, the introduction of 
the two-tier foreign exchange system could prove a boon to 
farmers. They will now have ready access for foreign exchange for 
badly needed spare parts. Moreover, agricultural exports will now 
earn 40 kwacha for each dollar of export earnings, a bonus of some 
60 percent over the official exchange rate. 


Manufacturing: Although manufacturing still accounts for almost 
one-fourth of Zambia’s GDP, it grew only 1.3 percent in 1989, a 
sharp drop from the 18.2 percent real growth recorded in 1988. 
This poor performance came as a disappointment to many who 
expected the sector to benefit significantly from price decontrol 
at mid-year. However, the electricity shortage cut into 
industrial production as well as agricultural and export earnings. 


Despite the disappointing growth, capacity utilization rose to 
between 45 and 50 percent, an improvement of roughly 10 percentage 
points over the previous year. This improvement in capacity 
utilization probably reflects the effect of increased allocations 
of foreign exchange for spare parts. 


Those subsectors that posted gains were chemicals, rubber and 
plastics (which increased 9.2 percent); nonmetallic mineral 
products (5.1 percent); wood and wood products (5.1 percent) ; 
basic metal products (4.1 percent): and textiles and clothing 
(3.0 percent). Losers were metal products (-76.8 percent); food, 
beverages, and tobacco (-36.4 percent); and paper and paper 
products (-20.4 percent). 





Although Zambia’s second largest exporter (after ZCCM) is a 
manufacturer (of copper wire and other products), Zambia’s 
manufacturing sector is highly import-dependent. A shortage of 
foreign exchange is still the major barrier to increased 
production, and many firms should benefit from liberalized access 


to foreign exchange through the second window for specified 
priority imports. 


Transportation: Zambia is landlocked and is dependent on road and 
rail routes through its neighbors for access to ports in Tanzania, 
Mozambique, and South Africa. Historically, South African ports 
have handled much of Zambia’s trade, but as part of its strong 
anti-aparteid stand, the government has moved to shift the bulk of 
trade to other ports. Approximately half of all imports pass 
through Tanzania, including petroleum, which comes by the Tazama 
pipeline from Dar es Salaam. The port of Dar also handles most of 
Zambia’s exports. Chronic problems with both the Tazara Railway 
and the port present constant difficulties and account for 
significant losses of trade goods as well as causing reduced 
production in Zambia’s mining and manufacturing sectors because of 
lost or delayed shipments of vital imports. 


Zambia’s transport infrastructure is extensive relative to most 
African countries, but maintenance has lagged behind requirements 
and much of the road/rail network is in need of repair. 
Additional pressure is put on Zambia’s road/rail network by trade 
flows to and from neighboring countries, mainly Zaire and Malawi, 
that transit Zambia. Major efforts to rehabilitate ground 


transportation has attracted extensive multilateral and bilateral 
assistance. 


Domestic air service is provided by Zambia Airways and Roan Air (a 
subsidiary of ZCCM). All major domestic points are served and 
round-trip service between Lusaka and the Copperbelt is now almost 
hourly during weekdays. Regional air service is provided by a 
host of regional carriers, including South African Airways. 

Lusaka is served by five flights weekly to Europe and twice-weekly 
direct service to New York. Service is also available to the 
Middle East and India. Zambia Airways’ ambitious policy is to 
become the dominant regional carrier, making Lusaka the major air 
hub for south-central Africa. The major airports were put under 
parastatal management in 1989, and Lusaka International is 
undergoing major renovation. 


Energy: Although Zambia has no known economically viable deposits 
of petroleum, one major oil company began extensive exploration on 
the Zambia-Zimbabwe border in early 1990. Zambia generates an 
excess of hydroelectric power (the cheapest source of energy in 
the country) and traditionally has exported electricity to 
Zimbabwe. That export was interrupted in 1989 when a fire knocked 


out the largest power plant. By the end of the year, limited 
exports had resumed. 





Parastatals and the Private Sector: The major outside criticism 
of Zambia’s current reform program is its lack of movement in 
privatizing at least some of the parastatals. Officially, Zambia 
has a mixed economy, but parastatals dominate most sectors. The 
parastatal structure comes under the state-owned Zambia Industrial 
and Mining Corporation (ZIMCO), which in turn owns all or part of 
the other parastatals. ZIMCO’s most significant holding is its 
majority interest (60.3 percent) of the copper giant, ZCCM, as 
well as other mining operations. In the energy sector, ZIMCO 
controls Tazama Pipelines (67 percent), Lublend Limited (51), and 
Zambia Electricity Supply Corp. (100 percent). In transport and 
communication, ZIMCO holds Zambia Railways (100 percent), Zambia 
Airways (100 percent), Contract Haulage (100 percent), United Bus 
Company (100 percent), Posts and Telecommunications Corp. (100 
percent), and newly formed National Airports Corporation (100 
percent). It’s wholly owned subsidiary, INDECO, owns all or part 
of over 40 companies that make up over 60 percent of manufacturing 
in Zambia. ZIMCO also owns the only insurance company, most 
hotels, many agricultural and real estate ventures, a major 
wholesale/retail system and a major bank. 


In defense of such state dominance of the economy, the government 
points out that strategic monopolies exist only in power 
generation, rail transport, posts and telecommunications, 
insurance, and copper mining. All other areas are open for 
competition. The government has taken steps to reduce or even 
eliminate government subsidies and other advantages provided to 
parastatals. There are encouraging signs that the government is 
prepared to let them stand on their own feet and face private 
competition fairly. 


Despite the dominance of the parastatals, a healthy and important 
private sector does exist. This includes foreign-owned (including 
American) firms, many of which are highly successful in banking, 
agriculture, manufacturing, and other activities. Zambian 
entrepreneurs are also growing in power and influence. 


Investment Climate: Zambia is currently rewriting its investment 
code with the aim of making foreign investment more attractive. 
The Investment Act of 1986 provides incentives to rural-based, 
high domestic content or export-oriented projects. All 
nontraditional exporters are allowed to retain 50 percent of the 
foreign exchange earned, which can be used to service debt, remit 
dividends, or import inputs. Several foreign investors have taken 
advantage of this law, making investments in commercial 
agriculture for export under special arrangements that allow up to 
100 percent retention of export earnings. Under the new two-tier 
foreign exchange system, all foreign investments can buy kwacha at 
the preferential 40/1 rate. The potential for further 
agricultural development is almost limitless, and tourism has 
largely been untapped. There are attractive investment 
opportunities in both these sectors. 





Outlook: Prospects for dramatic economic growth in the short term 
are not bright. The government projects a weak GDP growth rate of 
2.2 percent for 1990, but already fears that target may not be met 
because of a lower corn harvest. The process of structural 
adjustment will be painful for many Zambians and will require 
increased donor support if it is to succeed. Fortunately, 
prospects for increased foreign assistance have improved. 1990 is 
the first year of an IMF-monitored structural adjustment (shadow) 
program that has won broad support from most donors. Assistance 
flows should increase because of this rapprochement with the IMF 
and the World Bank. The debt problem remains massive, but all 
parties have pledged to work in good faith to resolve it. 


Some elements of the reform program do suggest almost immediate 
gains in some sectors. Zambia’s farmers are pleased with 
decontrolled producer prices and are prepared to expand 
production. Increased availability for spare parts (through the 
second window) should spur improvements in agriculture, transport 
and some manufacturing. The market exchange rate now available to 
exporters should make Zambia’s exports more price competitive. 
These factors, coupled with increased donor assistance, could mean 
increased foreign exchange available for all sectors of the 
economy. This improves the chances for sustained economic growth 
over the long tern. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Overall trade with the United States increased in 1989, and Zambia 
remains an important export market for some American firms. The 
potential for sales of mining and agricultural equipment appears 
high, and American products are often preferred. The recent 
introduction of the two-tier exchange rate system offers immediate 
and sufficient access to foreign exchange for import of the 
following: SITC 51, organic chemicals; SITC 53, tanning, dying 
and coloring materials; SITC 58, plastic materials; and SITC 67, 
iron and steel. Spare parts for the following machinery are also 
available through the second window: soil preparation, 
agricultural, road rollers, excavating, sewing and knitting, 
refrigeration, and weighing. Spare parts for tractors, heavy 
trucks, and trailers can also be readily imported through the 
second window. This new system could offer significant trade 
opportunities for American firms to meet a strong, pent-up demand 
for these products. We expect this list will be expanded during 
the year. 


Despite continuing economic problems, many foreign investors are 
doing well in Zambia. Attractive investment opportunities exist, 
particularly in the agricultural and tourism sectors. 


Because of commercial payment arrears, lines of credit are not 
widely available for general imports. Traders dealing with 
unknown customers should sell only on a fully secured basis. 
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Annual trade events, such as the Zambia International Trade Fair 
in July and the Lusaka Agricultural and Commercial Show in August, 
offer opportunities to meet Zambian and regional business people, 
review competition, and test market receptivity to new products. 
Periodic video/catalog shows -- organized by the Department of 
Commerce and staged by the U.S. Embassy -- also provide exposure 
for U.S. firms. Past shows have featured renewable energy, water 
resources, and agricultural equipment. 


The U.S. Embassy in Lusaka (Independence and United Nations 
Avenues, P.O. Box 31617, Lusaka; Telephone: 228601; Telex: AMEMB 
ZA 41970) has two economic/commercial officers, a small Zambian 
commercial staff and a library to assist American businesses. 
Additional information on Zambia is available from the Zambia Desk 
Officer at the International Trade Administration in the 
Department of Commerce, Room 3317, Washington, DC 20230, Phone: 
(202) 377-5148. 
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